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KEY ECONOMIC INDICATORS 


Values in millions of US dollars unless otherwise stated. Exchange rate: for 


1972 ($1 = 87.12 kronur); for 1973 avg. ($1 = 89.67); for 1974 ($1 = 95.20 - 
July) 


1/ % Change 
ITEM 1972 1973 1974— 1973-1974 


GNP, Current Prices 760.7 1030.8 1206.4 est. 17.0 
GNP, in Constant Prices (1969) 

(millions of Ikr.) 42,025 44,498 46,411 est. 
Average Population 208,975 213,499 217,769 est. 
Per Capita GNP (US$ - Current 

Prices) 3,640 4,828 5,540 est. 
Gross Fixed Asset Formation _ 

as % of GNP 28.8 30.4 20.7 
Net Foreign Exchange Reserves 

(end of June) 52.4 71.9 3302 
Money Supply & Current Account 

Deposits (end of June) 86. : 136. 
Unemployment Rate . N.A. 
Hourly Wage for Reykjavik Unskilled 

Labor (Ikr. - Yearly average) 

Cost of Living Index (Jan. 1968 = 

100) 

February 183 242 

August 210 296 


Jan.- June 1973-74 
Total Exports, FOB 290 150 162 


Exported Fishery Products 213 130. i2Z3 
Percentage Composition of Exports: 
to the U.S. 23 18 
to the U.S.S.R. 4 3 
to EFTA 18 27 
to EEC 35 27 


Jan. - June 1973-74 
Total Imports, CIF : 163 239 


Percentage Composition of Imports: 
from the U.S. 7 7 9 
from the U.S.S.R. 6 6 9 
from EFTA «44 23 19-21 
from EEC 27 44 43 41 


Principal imports from the U.S. (January-June 1974) in millions of US$: trans- 
portation equipment 8.2; non-electrical machinery 3.2; tobacco and tobacco products 
1.2; grains and cereals 2.0; electrical machinery 1.3. 


Footnotes: 1/ Entire year except as noted 


Sources: Central Bank of Iceland, Statistical Bureau, National Economic Institute, 
Ministry of Commerce, OECD, Embassy estimates. 





SUMMARY 


Icelanders will be facing increasingly difficult time in the 
coming year following a period of plenty. This situation is 
related to their considerable dependence on fish which is their 
principal source of foreign exchange. Icelanders presently 

enjoy one of the highest living standards in the world (per 
capita income this year is estimated at US$5,540 - current prices). 
However, the near-doubling in world fish prices last year which 
shielded Icelanders from imported inflation is no longer effective 
and no one can predict when such prices return. The question of 
the moment is whether the present concern over reduced income due 
to a wage freeze, devaluation, increased taxes, and inflation 
(cost of living up 45% this year), will have added to it concern 
over unemployment in a country which has had full employment (in 
fact, a manpower shortage) in recent years. 


The Icelanders have a history of practicing austerity but had 
hoped since World War II that such times were behind them. Iceland 
depends heavily on imports as it has relatively little natural 
resources of its own. Deteriorating terms of trade and rising 
inflation abroad will make it increasingly difficult for Iceland 
to fight an ever higher cost of living at home. Iceland’s overall 
credit position remains good and the economic measures taken by 
the new government have restored a measure of confidence which 
should see Iceland through the hard times. US inputs through 
proposed investment and defense improvements will be of help to 
Iceland and at the same time may provide limited opportunities 

for US businessmen in the next few years. 





CURRENT BCONOMIC SITUATION AND TRENDS 


The economic fortunes of a country with a one-crop economy, given 
today’s swing in commodity prices, can be almost as changeable as 
its weather -- if that country be Iceland. A year ago the Economic 
Trends report opened with: “Extraordinary fish prices, a high rate 
of inflation, and a moderate rate of growth characterize the Icelandic 
economy in the final quarter of 1973." A year later, in the final 
quarter of 1974, one finds that the price of fish has dropped sub- 
stantially since the early months of the year (e.g. 80 ¢ per lb. 
for frozen cod blocks to 60 ¢ per lb.), the rate of inflation has 
almost doubled (from 25 to 45 per cent), and the real growth rate 
is expected to decrease by about 1 per cent to about 4.3 per cent. 


A review of how the situation has changed so much in so short a 

time may be in order. The volcanic eruption in 1973 which threatened 
the important fishing center in the Westman Islands and the increased 
prices for oil and other imports promised Icelanders a difficult 
future. But almost simultaneously fish prices, upon which the 
economic prosperity of the country depends, zoomed to new highs, 
resulting in higher incomes which exceeded the rate of inflation 

and shifting the terms of trade to Iceland’s favor. In early 1974 
unions seeking greater share of the new wealth for their members 
submitted demands which ultimately increased the wage bill by 

45 per cent. Shortly thereafter fish prices declined dramatically, 
and inventories grew at home and abroad (including Iceland’s two 
freezer plants in the U.S.). Automatic escalators kept wages apace 
of price rises and by April it became clear to the Government that 
strong measures were needed to straighten out the wage-price spiral. It 
was on this issue that the Government dissolved the Parliament in 

May and called for new elections June 30, 1974. Some of the measures 
proposed by that Government including a wage-price freeze, however, 
were put into effect on a temporary basis by the caretaker Govern- 
ment. The June elections left the threeformer coalition parties 

in a 30-30 Parliamentary stalemate with the two former opposition 
parties and a new government was formed in August by the Independence 
and Progressive parties. 


At the end of August the Central Bank announced a 17 per cent devaluation 
of the krona (US$1 = 118) which was in addition to a 20% depreciation 
over the first six months of this year. This step was considered 
necessary as international reserves were down to an equivalent of 


two weeks of imports. 





On August 29, the new government issued a policy statement in 
which it committed itself to take immediate steps to: prevent 
industrial stoppages, ensure full employment, improve the foreign 
exchange position, consolidate the position of investment credit 
funds and the Treasury, combat the rapid inflation, and secure to 
the extent possible the general standard of living. 


One of the first steps of the new administration was to disconnect 
the link between wages and prices and to limit wage increases to 
low-income workers through next May 31. In addition it authorized 
increases in indirect taxes and in public utility rates. It is 
currently concentrating on what to do about the ailing fishing 
industry which is about 2,500 million kronur in the red. But its 
chief concern is what to do about the inflation and how to dampen 
domestic demand (which for example grew at a rate of 11 per cent 
last year while output grew only 6 per cent). 


Although Icelanders hope for another reprieve such as occurred last 
year when, because of high fish prices, income growth surpassed cost 
of living increases, there is nothing on the horizon to indicate 
this will happen again this year, and probably not before well into 
1975. Meanwhile, Iceland is grateful that the Westman Islands 
Situation did not become a permanent disaster and in fact the 
fishing industry there fairly well recovered by mid-year. On the 
other hand high oil prices continue and this year Iceland must 

bear these for the entire year. Not surprisingly it is expected 

to run a current account deficit of more than 12 billion kronur 
which must be financed in part by foreign borrowing. 


The outlook for 1975, at best may be described as uncertain. Efforts 
to reduce the inflation in 1975 will depend on whether a number of 
"ifs" or assumptions do or do not occur. 


For example, although wages have been frozen for months, prices 

have continued to rise. Many of these have been due to tax increases, 
but some are related to the devaluation and others to the price control 
system which depends on mark-up, rather than base price. Such a system 
is naturally less controllable. Meanwhile, labor has been patient 

and it is a question whether it will continue to practice restraint 

in the face of ever-rising prices. The new government, while admit- 
ting the justice of labor’s position, has stated such pay increases 

are not in the national interest and has limited pay raises to a 
one-time 7 per cent increase through May 1975 for low-income workers 
(those whose monthly base pay is less than 50,000 kronur). Labor 





unions have notified employers on a mass scale that they are 
terminating contracts on the grounds that the link between wages 
and cost of living has been broken by the government plus the 
devaluation (a serious setback for workers in a country which 
depends heavily on imports for its every day needs). Major 
strikes are not anticipated in the short run and are not even 
being threatened. A serious strike would quickly lead to 
economic difficulties and past experience suggests the govern- 
ment would have to accommodate the unions to some extent, but at 
the cost of feeding the inflation and delaying the government’s 
economic stabilization program. 


IMPLICATIONS FOR THE UNITED STATES 


The likelihood of a slowdown in the economy next year would be a 
negative factor in terms of trade expansion were it not for the 
fact that the openness of the Icelandic economy has generally 
prevented the government from slowing the growth of imports 
(almost 50 per cent for each of the past two years). 


Government procurement is expected to be somewhat less than normal 
because of planned cutbacks in the budget. The recently announced 
US-Icelandic agreement to provide for housing on the Keflavik base 
and the upgrading of the airport facilities, both over a period of 
several years, may offer limited opportunities for US businessmen 
in supplying construction materials and equipment. 


A final determination by the Icelandic Government is expected 
shortly on the much-delayed Union Carbide proposal to build a 
ferrosilicone plant in Iceland. The outcome of this decision and 
the Government’s decision to double the capacity of the existing 
aluminum smelter will be viewed as an indicator of the investment 
climate during the life of the present administration. 
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